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2FEDERAL RESERVE SYSTEM
Information regarding the financial condition of state member banks and U.S. branches
and agencies of foreign banks must be made available to the public, according to a 
final regulation issued by the Federal Reserve System (see the 2/8/89 Fed. Reg., 
pp. 6115-18). The amendment to Regulation H, 12 CFR Part 208, requires state 
member banks to make available to shareholders and members of the public, upon 
request, information regarding the bank's financial condition in the form of the 
bank's two most recent year-end Reports of Condition and Income (Call Reports). 
The final regulation will be effective on 4/1/89. For further information after 
reading the regulation, contact Stephen Siciliano at the Federal Reserve at 
202/452-3920.
HEALTH AND HUMAN SERVICES. DEPARTMENT OF
The Child Support Enforcement program regulations governing the audit of State Child
Support Enforcement (IV-D) Programs would be amended under proposed regulations
issued by HHS (see the 1/31/89 Fed. Reg., pp. 4841-4859). The proposed rule would 
also amend the imposition of financial penalties for failure to substantially 
comply with the requirements of title IV-D of the Social Security Act. According 
to HHS, the objectives of the proposal are to: 1) Simplify the current audit 
process by incorporating lessons learned since promulgation of the existing audit 
regulations; 2) Ensure the initiation of audits as close as possible to the time 
period audited; and 3) Shorten the elapsed time from audit initiation to issuance 
of a final report. In addition, HHS believes the proposed rule will expedite the 
current process for auditing state and local IV-D programs by consolidating the 
criteria evaluated during the course of an audit and making other changes to the 
current requirements to allow flexibility in the audit approach. Written comments 
and suggestions should be submitted by 4/3/89. For further information after 
reading the proposed regulation, contact Betsy Matheson at 202/252-5362.
OFFICE OF MANAGEMENT AND BUDGET
The Drug-Free Workplace Act of 1988, which requires contractors and grantees of
Federal agencies to certify that they will provide drug-free workplaces, is the
subject of a notice and interim common final rule issued by OMB (see the 1/31/89 
Fed. Reg., pp. 4946-47 and pp. 4947-66). "Making the required certification is a 
precondition of receiving a contract or grant from a Federal agency beginning 
3/18/89," the notice said. The notice provides information in a nonbinding 
question and answer format to assist the public in understanding the law. 
Regulatory requirements pertaining to grantees are detailed in the interim final 
common rule. The grantee rule includes an extensive common preamble which 
addresses the application and requirements for grantees. The common rule amends 
the governmentwide nonprocurement debarment and suspension common rule. Under the 
Drug-Free Workplace Act, the ultimate consequence of noncompliance with the Act's 
requirements is debarment or suspension. The rule is effective 3/18/89. Comments 
should be received by 4/3/89, although late-filed comments will be considered to 
the extent practicable. For further information after reading the interim common 
rule, contact the person listed in the agency-specific preambles of the rule.
In a related action, DOD, GSA, and NASA issued an interim rule applicable to 
contractors (see the 1/31/89 Fed. Reg., pp. 4967-71). Under the regulation, all 
offerors on contracts expected to equal or exceed $25,000 will be required to
3certify that they will maintain a drug-free workplace by complying with specified 
requirements. The effective date is 3/18/89 for contracts awarded on or after 
that date. Comments are due on or before 4/3/89. For further information after 
reading the interim rule, contact Margaret A. Willis at the GSA at 202/523-4755.
SECURITIES AND EXCHANGE COMMISSION
Two items have been scheduled for discussion at a 2/15/89 Open Meeting of the SEC
(see the 2/8/89 Fed. Reg., p. 6231). The items are: 1) Whether to propose for 
comment certain amendments to the SEC's rules and forms to reflect recent changes 
in GAAP established under newly adopted Statements of Financial Accounting 
Standards. In addition, the SEC will consider whether to approve certain changes 
to the Codification of Financial Reporting Policies to conform with the newly 
adopted standards; and 2) Whether to propose for comment Rule 32a-3 under the 
Investment Company Act of 1940. The rule would provide certain management 
investment companies with an expanded time period in which to select the 
independent public accountant. The Open Meeting is scheduled to begin at 10:00 
a.m. in Room 1C30 of the SEC Headquarters at 450 5th Street, N.W. For further 
information, please contact at the SEC John W. Albert about the first item at 
202/272-2130 or C. Christopher Sprague about the second item at 202/272-2300.
TRANSPORTATION, DEPARTMENT OF
L a rg e  c e r t i f i c a t e d  a i r  c a r r i e r s  a r e  n o t  r e q u ir e d  t o  m a in t a in  an  a c c o u n t in g  s y s te m
that differentiates between two sets of accounting principles--GAAP and RAP--under
a final rule issued by the DOT (see the 2/6/89 Fed. Reg., pp. 5588-97). The DOT 
said, "By virtue of this final rule, the Department adopts a policy of relying on 
GAAP, as promulgated by the FASB, as the recognized body of accounting principles 
for recording air carrier financial information. In adopting this policy, the 
Department recognizes the possibility that a situation may arise where a change in 
GAAP could adversely affect the Department's ability to administer its aviation 
responsibilities. In this circumstance, the Department's Office of Aviation 
Information Management will issue an Accounting Directive fully explaining why the 
application of the accounting principle in question would negatively impact 
administration of the Department's aviation programs. The directive also will 
provide the necessary accounting guidance required to maintain the accounting 
integrity of the Department's Uniform System of Accounts and Reports for Large 
certificated air carriers. If significant objections are raised by any concerned 
party or parties to the Department's decision not to implement a particular 
accounting principle, such objections would be addressed in a notice of proposed 
rulemaking." The effective date of the final rule is 3/8/89 and the DOT said the 
final rule is being implemented as proposed (see the 3/24/88 Fed. Reg, and the 
4/4/88 Wash. Rpt.).
The Department also said it was using the rule as an opportunity to address 
the impact of FAS No. 95, "Statement of Cash Flows," under which the cash flow 
statement replaces the statement of changes in financial position. The DOT noted 
that FAS No. 95 "represents a significant philosophical change in the concept of 
reporting point-in-time financial position" and that the private sector's adoption 
of FAS No. 95 and the DOT'S Schedule B-12 reporting requirement have combined "to 
create a problem for carrier management information systems by requiring the 
reporting of point-in-time financial position based on two different perspectives: 
funds flow versus cash flow." The DOT noted that while it believes a cash flow
4statement would be "useful in administering its aviation programs, it also feels 
that changing Schedule B-12 from a funds flow to a cash flow format involves a 
change in reporting that is significant enough to warrant addressing the issue 
through the rulemaking process." However, the DOT said it is "very concerned" 
about the additional reporting burden that carriers must bear until the rulemaking 
process can be completed. Therefore, the DOT has decided to accept waiver 
requests from affected air carriers to enable them, upon a proper showing of need 
and a finding by the DOT, to file a cash flow statement in lieu of the current 
Schedule B-12. Each waiver request must be accompanied by a pro forma example of 
the format the carrier proposes to use in lieu of Schedule B-12 and must be 
addressed to: Director, Office of Aviation Information Management, DAI-1, RSPA, 
DOT, Washington, D.C. 20590.
For further information after reading the final rule, contact M. Clay Moritz, 
Jr. at the DOT at 202/366-4385
TREASURY, DEPARTMENT OF
Tax-sheltered annuities operated in accordance with a reasonable, good faith
interpretation of section 403(b) of the Internal Revenue Code will meet the non­
discrimination requirements of that section, according to IRS Notice 89-23. In an 
effort to aid employers in making a good faith interpretation, the notice contains 
examples and includes certain definitions the IRS will use in determining whether 
an annuity plan meets the non-discrimination requirements. The notice also 
contains several transitional safe harbors that will assist employers in complying 
with the non-discrimination requirements. The rules apply to all section 403(b) 
employers with the exception of churches and church-controlled organizations. 
Notice 89-23 is scheduled to appear in Internal Revenue Bulletin 1989-8, dated 
2/21/89. For further information after reading the notice, contact Julie Jensen 
at the IRS at 202/343-0729.
Corrections to a proposed rule on the election, revocation, termination, and tax
effect of Subchapter S status have been issued by the IRS (see the 2/7/89 Fed. 
Reg., pp. 5939-40). As originally published, the IRS said, the proposed rule 
contains omitted words, lines and typographical errors which may prove to be 
misleading and are in need of correction. The proposed regulation reflects 
changes to the tax law made in 1982, 1984, 1986, and 1988, and was published in 
the 12/27/88 Fed. Reg. (see the 1/9/89 Wash. Rpt.). For further information after 
reading the correction notice, contact Stuart G. Wessler at the IRS at 202/566- 
3822.
Taxpayers receiving lump sum payments under notional principal contracts must
amortize the payments over the term of the contract in order to clearly reflect
the income received, according to IRS Notice 89-21. In the guidelines, the IRS 
advises that a taxpayer must use a method of accounting which clearly reflects 
income in the tax treatment of payments from interest rate and currency swap 
contracts, interest rate cap contracts, and similar financial products. According 
to the IRS, forthcoming regulations will specify how taxpayers must amortize or 
take into account payments over the life of a contract, and will contain 
additional guidance on other types of notional principal contracts. For taxpayers 
who have been using a method of accounting that is inconsistent with the proposed 
regulations, the notice will also contain instructions on obtaining consent to
5convert to an appropriate method of accounting. Notice 89-21 is scheduled to 
appear in Internal Revenue Bulletin 1989-8, dated 2/21/89. For further 
information on substantive rules relating to notional principal contracts, contact 
Scott Feldstein at the IRS at 202/566-3516 after reading the notice. For further 
information on obtaining consent to change a method of accounting for notional 
principal contracts, contact Pam Lowe at the IRS at 202/566-4481 after reading the 
notice.
SPECIAL: LEGISLATION INTRODUCED IN THE HOUSE TO EXPAND SEC's ENFORCEMENT POWERS
Legislation has been introduced in the House of Representatives which would expand
the power of the SEC to enforce the nation’s Federal securities laws. The bill, 
H.R. 975, is entitled the Securities Law Enforcement Remedies Act of 1989 and was 
introduced by Rep. John Dingell (D-MI), the chairman of the House Energy and 
Commerce Committee, which has jurisdiction over securities law. The measure is 
similar to the SEC’s recently released legislative proposal* to implement certain 
recommendations of the National Commission on Fraudulent Financial Reporting, 
which is commonly known as the Treadway Commission (see the 2/6/89 Wash. Rpt.). 
Rep. Dingell said that, if enacted, the measure would permit assessment of new 
civil money penalties in administrative and civil proceedings under the Federal 
securities laws, and would allow the SEC to ask a court to suspend or bar 
violators from serving as directors or officers of public companies.
SPECIAL: AICPA WRITES PRESIDENT BUSH OPPOSING USER FEE FOR TAX INFORMATION
The AICPA Tax Division has written to President Bush urging that he not include
consideration of a user fee for IRS telephone assistance to taxpayers in his
Fiscal Year 1990 budget. The letter, signed by Arthur S. Hoffman, the chairman of 
the AICPA Tax Division, noted that President Reagan's budget proposal contained 
such a provision. "Voluntary compliance by the citizens of this country is a key 
ingredient to the proper functioning of our tax system," the letter said. 
"Decreasing the information flow to taxpayers by interposing the user fee 
disincentive, particularly given the extreme complexity of the tax system, will 
invariably reduce voluntary compliance and ultimately reduce government revenues," 
the letter stated. "In addition, the fairness of a user fee is highly doubtful 
considering that the U.S. General Accounting Office challenged the accuracy of 
IRS' telephone assistance. In the first quarter of 1988, the GAO made 1,908 calls 
to 29 IRS call sites to review the accuracy and accessibility of IRS' telephone 
assistance. Only 64 percent of the responses to its test questions were correct. 
The GAO also found that questions related to recent tax law changes were one of 
the types that posed the greatest difficulty for IRS assistors to answer." The 
letter noted that the IRS is working to address the problems and improve its 
public image. Now is not the time to "create impediments to a cooperative 
atmosphere," the letter concluded.
SPECIAL: HOUSE SUBCOMMITTEE SCHEDULES HEARING ON CIVIL TAX PENALTIES
Civil penalty provisions contained in the Internal Revenue Code will be the subject
of a hearing to be held on 2/21/89 by the House Ways and Means Subcommittee on
Oversight. The hearing will be the third in a series of hearings by the Oversight 
Subcommittee on this subject. The Subcommittee held hearings on civil tax 
penalties on 3/31/88 and 7/28/88 (see the 4/11/88, 3/14/88, and 7/22/88 Wash.
6Rpts.). Testimony will be presented by invited witnesses only. In announcing the 
hearing, Oversight Subcommittee Chairman J. J. Pickle (D-TX) stated that the IRS 
Penalty Study Group will present its recommendations, based on an internal review 
of the civil penalty system, which will include possible legislative 
recommendations and other proposals for improving the penalty system. The hearing 
is scheduled to begin at 2:00 p.m. in Room 1100 of the Longworth House Office 
Building. Written comments for inclusion in the printed hearing record must be 
submitted by 3/17/89. For further information, contact Robert J. Leonard at the 
Ways and Means Committee at 202/225-5522.
SPECIAL: HOUSE WAYS AND MEANS COMMITTEE ANNOUNCES ANOTHER HEARING ON BUDGET IMPLICATIONS
OF SAVINGS AND LOAN CRISIS
A second day of hearings to review the Federal budget implications of the current
financial conditions of savings and loan institutions. and reviewing the current
tax rules which provide assistance to these institutions has been announced by the
House Ways and Means Committee. The hearing is scheduled for 3/9/89; the first 
day of hearings is scheduled for 2/22/89 (see the 12/19/88 Wash. Rpt.). Both 
hearings are scheduled to begin at 10:00 a.m. in Room 1100 of the Longworth House 
Office Building. At the 3/9/89 hearing, testimony will be heard from individuals 
who requested to testify at the 2/22/89 hearing. (The Committee will receive 
testimony from invited witnesses only at the 2/22/89 hearing.) Individuals may 
submit written statements for the printed hearing record until the close of 
business on 3/23/89. Written statements should be sent to Robert J. Leonard, 
Chief Counsel, Committee on Ways and Means, U.S. House of Representatives, 1102 
Longworth House Office Building, Washington, D.C. 20515. For further information, 
contact the Ways and Means Committee staff at 202/225-1721.
The Washington Report will not be published the week of 2/20/89. The next issue 
of the Washington Report will be published 2/27/89.
For further information contact Shirley Twillman at 202/737-6600.
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